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ECON406, Trimester 2 2017 


Answer TWO (2) QUESTIONS from SECTION A and TWO (2) QUESTIONS from SECTION B. 


SECTION A 
Question 1 


Describe what the production possibility curve is and its characteristics. How might Australia's 
production possibility curve change over the next decade? What factors might stimulate and limit 
growth in the curve? Use appropriate diagrams) to illustrate and explain your answer. 


Question 2 


How does a firm maximise profits in a highly competitive market? When is a company making a loss? 
In the case the firm is making a loss in the short run, explain in which circumstances the firm should 
keep producing and when it should stop producing. How long will the firm be willing to continue 
making such a loss? Use appropriate diagram(s) to illustrate and explain your answer. 


Question 3 


The government of a country wants to increase the number of beekeepers in rural areas to increase 
crop pollination, and consequently, crop production. What type of market failure is the government 
aiming to correct? Describe the policy alternatives a government has to implement in this case. Use 
appropriate diagram(s) to illustrate and explain your answer. 


SECTION B 
Question 4 


Why are there booms and recessions of the business cycle and why do they come to an end? Use 
appropriate diagram(s) to illustrate and explain your answer. 


Question 5 
What are the expected effects of an increase in money supply on aggregate demand, GDP and 
inflation? Use appropriate diagram(s) to illustrate and explain your answer. 


Question 6 

Suppose that there is concern about a country that could experience economic recession. What are 
the macroeconomic policies the government can use to stimulate the economy? Describe them and 
explain the way they work. What are the specific types of policies that the government can apply? 
What are their difficulties and final effects the government could face in each case? Use appropriate 
diagrarm(s) to illustrate and explain your answer. 


Please remember - This examination paper MUST BE HANDED IN. Failure to do so will result in the 
cancellation of all marks for this examination. 
Writing your name and number on the front will help us confirm that your paper has been returned. 


